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ABSTRACT 



This policy brief explores issues associated with the 
question of whether federal funds to implement the Individuals with 
Disabilities Education Act (IDEA) should be allocated on the basis of the 
number of children with disabilities or a percentage of each state's resident 
population of children. The report examines proposed changes in the federal 
formula (supporting and opposing positions), the projected impact of a 
formula change, impact on identification and services, and other potential 
adjustments to the formula. It notes a movement toward a census-based formula 
in the face of the sentiment that IDEA is overregulated and underfunded. 
Supporting arguments suggest that the census-based approach would create 
incentives for states to undertake reforms such as prereferral and early 
intervention and provide disincentives for over representation of minorities 
in special education. Among opposing arguments are that a formula change 
would penalize states which have worked diligently to identify and serve all 
students with disabilities. Analysis of projected impact indicates that the 
new formula would result in 13 states (such as Florida and Massachusetts) 
losing more than $2 million, with other states (such as California, Idaho, 
and Arizona) experiencing an increase of more than 13 percent. A graph 
provides comparative figures for each state. (Contains 13 references.) (DB) 
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Money Matters 



A Project ALIGN Issue Brief 



March, 1996 



Federal Financial Support for Special Education: 
What’s the Right Formula? 



Should federal funds allocated to states to support implementation of IDEA be based on the number of 
children with disabilities or on a percentage based on each state ’s resident population of children? 



The Individuals with Disabilities 
Education Act (IDEA) provides federal 
support to implement a free and appro- 
priate public education to children with 
disabilities. In 1975, Congress autho- 
rized the federal government to commit 
up to 40% of the average regular edu- 
cation per pupil expenditure (APPE) to 
services for children with disabilities. 
Federal allocations under Part B of 
IDEA have mcreased steadily from 
$2.5 million m 1977 to $2. 1 5 billion m 
fiscal year (FY) 1994. The Part B allo- 
cation mcreased from $71 per identi- 
fied special education student m 1977 
to $4 1 3 per identified special education 
student m 1994. Federal allocations 
under Part B have mcreased because of 
increases m the number of children 
identified as disabled as well as m- 
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creases in the APPE. 1 

Federal allocations to states, how- 
ever, have never approached 40% of 
the APPE. In 1978 and 1979, the allo- 
cation equalled the authorized percent- 
ages of 5% and 10% of the APPE, re- 
spectively. In 1980, 
however, the alloca- 
tion was 12.5% 
rather than the 20% 
of APPE that was 
authorized. Thereaf- 
ter, allocations ex- 
pressed as a per- 
centage of APPE 
have declined. 2 An 
allocation of 40% 

APPE m school year 
1992-93 would have committed $9.7 
billion of federal money to special edu- 
cation, over four times the amount actu- 
ally dispersed. 3 

The actual average cost to educate a 
disabled child is about twice the cost 
for a nondisabled child and that ratio 
has remained steady for most of the last 
20 years. The proportion of special ed- 
ucation expenditures covered bv federal 
allocations varies widely from one state 
to another. The most recent data indi- 
cated the federal share is 1 0 percent or 
less m at least 30 states. 2,4,3 

Despite a shortfall in federal alloca- 
tions for special education, the number 
of children identified as disabled has 



increased steadily and substantially. 
Between 1977 and 1994, the number of 
identified children has mcreased almost 
45%. Further, the rate of increase has 
not slowed; in fact, the 4.2% increase 
between 1993 and 1994 was the largest 
ever and significantly 
exceeds the rate of 
growth in school en- 
rollment. The in- 
creases in several dis- 
ability categories have 
been particularly strik- 
ing. Between 1977 and 
1994, for example, the 
number of children 
with learning disabili- 
ties mcreased over 

200%. 

As a result of the federal gov- 
ernment's failure to fully fund special 
education programs and the mcreases 
in special education identification, 
many states have begun to regard a re- 
form of special education financing as 
essential. In the last five years, 18 states 
have implemented special education 
finance reform and 29 are considering 
major changes. u The primary reasons 
given for reform are the desire for more 
flexibility in providing special educa- 
tion services and the need to eliminate 
financial incentives that support unnec- 
essarily restrictive placements. States 
are seeking state level remedies in re- 



Stotes are seeking state level f 
remedies in response to 
sentiment that IDEA is over 
regulated and underfunded ; ; 
particularly in the face off \ 
increasing cosU for alt types 
of public services . : 
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sponse to the sentiment that IDEA is 
overregulated and underfunded, partic- 
ularly in the face of increasing costs for 
all types of public services. 6 

Proposed Changes in the Fed- 
eral Formula 

Recent discussions regarding 
re authorization of IDEA have focused 
attention on the formula used to deter- 
mine each state's allocation of federal 
dollars to support special education 
services. IDEA Part B State Grant Pro- 
gram monies represent the bulk of the 
federal contribution. State grants are 
currently determined by a formula that 
multiplies the number of children with 
disabilities, age 3-21 years, times a 
specified percentage of the national 
APPE. 



Support for Changes 

In 1994, the U.S. Department of 
Education Office of Inspector General 
(IG) released an audit report sharply 
critical of the Department's current 
method of alloc ating funds for special 
education services on the basis of the 
number of identified students. 7 The IG 
concluded that state counts of children 
identified as disabled were unreliable 
because (a) there is substantial 
variation across states in the percentage 
of children identified for each 
disability; (b) the counts yield 
percentages that are different from the 
rate of work-related disability in 
individuals age 16 to 64 years; (c) 
audits performed by the IG have 
identified inaccurate child counts in 
some instances; and (d) there are 
reports of technical and other problems 
with the procedures used to classify 
children into categories of disability. 

The IG investigation included 
discussions with representatives of 
states, local education agencies, and 
professional associations. The report 
concluded that special education funds 



could be allocated more objectively and 
equitably on the basis of population and 
poverty, a 
"census-based” 
approach to 
allocation. An 
adjustment for 
poverty was 
recommended 
because the IG 
concluded that 
there is an 
important 
relationship 
between disability and poverty. The 
report also noted that changing to a 
census-based formula eliminates the 
need for child counts and gives the 
Department of Education the 
opportunity to re-evaluate the need for 
states to report students by disability 
category. The IG report did not specify 
what percentage of the resident 
population should be considered 
disabled in a census-based formula. 

In 1 995, the U.S. Office of Special 
Education Programs (OSEP), the office 
that administers the Part B formula 
grant program, also recommended 
adoptmg a census-based funding 
formula for federal allocations. The 
rationale offered for the change in the 
federal formula echoed concern that the 
current formula runs counter to widely 
accepted reform initiatives: 

Today the major policy concern is 
not that millions of disabled children 
are not identified or not enrolled in 
school. Critical issues, mstead, are 
that too many children are served in 
inappropriately restrictive 
environments, and m some 
communities, that children - 
particularly minority children - are 
often inappropriately identified as 
disabled in order to generate funding 
to either remove them from regular 
classrooms or purchase extra 
services for them. The current 
federal funding formula can create 
incentives that add to these problems 
and create disincentives for those 
states that seek progressive solutions 



to them . . . Allocating funds to states 
based on census . . . would create 
incentives for states to 
undertake reforms such 
as pre-referral and early 
intervention and 
disincentives for 
over-representation of 
minorities. . . 

Allocating federal 
funding to states based 
on census would also 
simplify administration 
of the program - 

reducing data collection burdens and 
avoiding the problems of inaccurate 
child counts. 8 

The OSEP recommendation would not 
require states to adopt census-based 
formulas for the distribution of special 
education funds to local education 
agencies. It did, however, include a 
recommendation that the change in 
formula be accompanied by the 
replacement of the thirteen categories 
of disability now recognized under 
IDEA with one "functional" definition 
of disability, stating that the current 
requirement fosters a "narrow 
categorical approach." 

In fact, federal law has never re- 
quired schools to label individual 
students, only to report, by disability 
category, the number of children 
served. The Department collects the 
data to mom tor the implementation of 
IDEA in the identification, evaluation, 
and service of children with disabilities 
in each of the individual categories. 
Without elaboration, however, the 
OSEP document argued that if only the 
formula changes, an inappropriate 
incentive to develop more expansive 
definitions of eligibility might result. 8 

Opposition to Change 

The Council for Exceptional 
Children (CEC) has taken the position 
that the current federal formula for 
allocating Part B funds should not be 
changed at this time: 



•••A Uocating funds to states 
based on census...would create 
incentives for states to 
undertake reforms such as pre- 
referral and early intervention : 
and disin centives for o ver- 
representation of minorities... 8 
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While CEC is philosophically 
supportive of changing the formula 
to a more census-based approach 
rather than a child count, we oppose 
changing the formula during this 
reauthorization. A formula change 
could cause large shifts in the 
amounts of funds states receive to 
assist in providing services to 
children with disabilities. There 
would be some states that would lose 
funds and other states that would 
gain. Thus, CEC believes the 
possible benefits derived from a 
formula change do not outweigh the 
disruption that could occur if formula 
changes are sought. We also believe 
that a formula change may penalize 
states which have worked diligently 
to identify and serve all students with 
disabilities. We are further con- 
cerned that a census-based formula 
may lead to an under-count of the 
population of children in urban areas 
who are in need of special education 
services. 9 

Thus, despite philosophical support for 
census-based funding, CEC has op- 
posed implementation of a change at 
this time because of the disruptions that 
would result. The CEC position does, 
however, share the Department of 
Education's interest in removing the 
disincentives to pre-referral practices 
created by a child count formula. 9,10 

Some opposition to census-based 
funding rests on the premise that it is 
unfair to states with higher identifica- 
tion rates. This position cannot be dis- 
missed lightly; in at least one state, the 
courts have 
struck down cen- 
sus-based distri- 
bution of funds to 
local school dis- 
tricts. An Ala- 
bama Circuit 
Court ruled that 
the "total enroll- 
ment" method 
that was used to calculate state special 
education aid was "irrational and arbi- 
trary" and in violation of the state con- 



stitution because school systems with 
higher percentages of special education 
students received less special education 
aid per pupil than districts with fewer 
such students. 11 A similar argument 
might be applied to differences among 
states. 

Other problems may accompany a 
change to a census-based formula, par- 
ticularly if such a change includes the 
elimination of the requirement to report 
children by disability category. Cen- 
sus-based funding may compound the 
problem of chronic under identification 
of children with emotional and behav- 
ioral disorders (EBD; designated as 
Serious Emotional Disturbance in 
IDEA) and mental retardation (MR). 
The national identification rate for chil- 
dren with EBD is less than 1 % of the 
public school population, well below 
conservative prevalence estimates of 
between 2 and 3 percent. 12 The identi- 
fication rate for children with MR has 
been declining steadily for years with 
no concrete evidence that the trend is 
based on actual reduction of the preva- 
lence of MR. A switch to a cen- 
sus-based funding formula could fur- 
ther reduce the identification of stu- 
dents with EBD or MR, particularly in 
those states currently serving a rela- 
tively high overall percentage of chil- 
dren with disabilities. 

Changing to a census-based formula 
may lead to a reduction in the amount 
of federal financial aid used to support 
the education of children with disabili- 
ties. If the funding is not specifically 
tied to identified children with disabili- 
ties, the commitment 
to use the money for 
special education ser- 
vices may be diluted. 

In a recent interview, 
Edwin Martin, a Com- 
missioner of the for- 
mer Federal Bureau of 
Education for the 
Handicapped, cau- 
tioned that, based on historical experi- 
ence, when funds for regular and spe- 
cial education were combined to serve 



all students, there was a decline in ser- 
vices for children with disabilities. He 
noted that critical support for the origi- 
nal decision to separate regular and 
special education funding and to pro- 
vide additional funding for special edu- 
cation was voiced by James Allen, for- 
mer U.S. Commissioner of Education, 
who recalled a deterioration in services 
when regular and special education • 
funds were merged in New York. 13 A 
census-based formula may signal to 
some states a retreat from the tra- 
ditional federal role of fostering and 
protecting special education services. 

Projected Impact of a Formula 
Change 

What would happen to allocations if 
the formula changed? An analysis was 
conducted to provide educators and 
policy makers with an illustration of the 
impact on individual states of a shift to 
a census-based formula. Several sce- 
narios were investigated and the impact 
calculated for each state; approximate 
actual allocations and projected alloca- 
tions based on each scenario were com- 
puted for school year 1 994-95. Actual 
and projected allocations are based on 
the 1993- 1994 Part B child count and 
the corresponding allocation of $4 1 3 
per child. Because funding provided 
under Chapter 1 (State Operated Pro- 
grams) is not included, the total alloca- 
tion actually received by a state in 
1 994-95 differs slightly from that en- 
tered in Table 1. 

In the 1993-94 child count, 7.26% 
of the United States resident population 
of children, ages 3-21 years, were iden- 
tified as disabled under IDEA. Table 1 
illustrates the difference between 
1994-95 allocations under the current 
formula (based on an actual count of 
identified children) and allocations 
based on 7.26% of the resident popula- 
tion of children in each state. Subse- 
quent columns present the impact of a 
formula based on 6% and 9% of the 
resident population of children and pro- 



We also believe that a formula 
change may penalize states 
wh ich have worked diligently to 
identify and serve all students 
with disabilities. 9 / 
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vide a comparison with a slightly more 
restrictive, and a slightly more expan- 
sive, disability prevalence estimate. 

As Table I shows, the impact of a 
change to a cen- 
sus-based formula 
would be significant 
for many states. 

Those states cur- 
rently providing spe- 
cial education to less 
than 7.26% of their 
resident population 
of children would 
receive additional federal momes. Ari- 
zona, Georgia, Louisiana, and Michi- 
gan would each receive morefhan $5 
million additional dollars; California's 
allocation would increase by almost 
$50 million! The District of Columbia 
would experience an increase of almost 
300% in Part B funding although this is 
somewhat misleading in that DC ob- 
tains considerable Chapter 1 SOP 
money not included in Table 1 . Thir- 
teen states would lose more than $2 
million including Florida (about $ 14 
million) and Massachusetts (over $27 
million). Allocations based on a dis- 
ability prevalence of 6% of the states' 
resident population of children would 
relegate virtually all states to the "loser" 
category; only Vermont and the District 
of Columbia would increase their Part 
B funding. On the other hand, a for- 
mula based on a disability prevalence 
of 9% of the resident population of 
children would bring additional federal 
dollars to almost all states, excepting 
only Alabama, Massachusetts, New 
Mexico, and Rhode Island. 

Figure 1 illustrates the impact 
graphically as a percent change in the 
1994-95 allocation based on a resident 
population formula with a disability 
prevalence of 7.26%. States are 
grouped into six change intervals rang- 
ing from -24% change to +3 1 9% c- 
hange. About one-third of the states 
would experience an increase or de- 
crease of less than 5% of their current 
funding level. States that might be de- 
scribed as "big losers" (experiencing a 



decrease of more than 1 1%) include 
Wyoming, New Mexico, Tennessee, 
Alabama, Florida, West Virginia, New 
Jersey, Connecticut, Rhode Island, and 
Maine. States that 
would be "big win- 
ners" (experiencing 
an increase of more 
than 13%) include 
California, Idaho, 
Arizona, Michigan, 
Georgia, Pennsylva- 
nia, and New Hamp- 
shire. 



Discussion 

Changing to a census-based formula 
may be expected to affect some states 
in significant ways. Even if the total 
amount of federal funding remained 
approximately at 
the present level, 
without ad- 
ditional provi- 
sions (e.g. a 
grandfather 
clause preventing 
a decrease in 
state allocations), 
several states 
would have to 
scramble to secure the necessary funds 
to preserve current services. For other 
states, the windfall might be ex- 
perienced as an increase in the federal 
share of the financial burden of provid- 
ing a free and appropriate public edu- 
cation to children with disabilities. 

While most states would welcome a 
reduction in the federally- imposed data 
collection burden, unless state alloca- 
tion formulas change, such data collec- 
tion would have to continue in most 
cases. 



Impact on Identification and Ser- 
vices 

The impact of a census-based for- 
mula on pre-referral practices, identifi- 



cation rates for students with diverse 
ethnic backgrounds, or identification 
rates within disability categories re- 
mains unclear. While such impact may 
be empirically investigated, few rele- 
vant data exist at present. Examining 
the effects over time in states that have 
adopted census-based formulas for the 
distribution of funding to local school 
districts would offer guidance regarding 
the wisdom of a change at the federal 
level. No comparable models are cur- 
rently available for anticipating the ef- 
fects of simultaneously changing the 
formula and eliminating the require- 
ment that children be reported by dis- 
ability category. 

Experimental projects and system- 
atic analysis of state and local data are 
required to determine (a) whether the 
current formula actually contributes 
significantly to the over- or 

mis-identification of 
some children as 
disabled, and (b) 
whether changing 
the formula actually 
increases pre-refer- 
ral activities and 
decreases referral in 
the long run. With 
such information, 
policy makers 
should be able to remove any actual 
disincentives in the current formula and 
to demonstrate that an improved for- 
mula supports efforts to identify all, and 
only, those children who are disabled. 
Before a census-based formula is 
adopted, policy makers, 
epidemiologists, and the public will 
need to reach a consensus on what per- 
centage represents an acceptable esti- 
mate of the prevalence of disabilities in 
the school-age population. Changes in 
the formula may need to be accompa- . 
med by other initiatives that strengthen 
general education capacity to accom- 
modate a greater range of academic and 
behavioral diversity and to support best 
practices in the design and delivery of 
special education services. 



■ Thirteen states wouldlose 
more than $2 million - 
including Florida (about $14 
million) and Massachusetts 
(over $27 million). 



States that would be “big winners”:} 
(experiencinganin creaseiofmore 
than 13%) include California, 
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5 Money Matters 



Other Adjustments in the 
Formula 

As indicated by the IG report, a 
change to a census-based formula could 
be accompanied by other adjustments. 
The IG has stated that a census-based 
allocation which includes adjustments 
to individual states 
based on poverty 
"would provide 
each state with an 
equitable share of 
Special Education 
funds." The ratio- 
nale provided for 
this position is that 
high concentrations 
of poverty have 
been associated with greater numbers 
of children being identified as disabled; 
therefore, high poverty areas should be 
targeted for more intensive and earlier 
interventions. The IG report’s assertion 
that poverty is an "independent mea- 
sure of the need for special education 
services," however, may be challenged 
by advocates or state representatives. 
Some states may respond that the rec- 
ommended changes do not support 
their historical choices regarding the 
appropriate percentage of children to 
be identified as disabled. Furthermore, 
the poverty adjustment appears to con- 
flict with the definition of learning dis- 
abilities, the category that accounts for 
over half of the children identified un- 
der IDEA. Children whose learning 
problems are primarily the result of 
environmental, cultural, or economic 
disadvantage are explicitly excluded 
from identification as students with 
learning disabilities. Finally, federal 
Title 1 programs already allocate sup- 
plemental funds to high poverty areas, 
and an IDEA which anchors the preva- 
lence of disabilities to poverty could be 
seen as redundant. 

As a part of any proposal to change 
the federal funding formula, educators 
and policy makers must come to terms 
with the fundamental issue: How much 
money will be available to support spe- 



cial education services to children with 
disabilities? Changing to a census- 
based formula may be perceived as a 
means to reduce or as accompanied by 
a reduction in federal financial support. 
Federal allocations have never ap- 
proached the levels of funding intended 
in the 1978 authorization, and educa- 
tion and advocacy 
organizations will 
likely resist any 
change which 
does not include 
efforts to live up 
to those earlier 
promises. 

Controversy 
will continue to 
accompany the 
discussions regarding the manner in 
which federal dollars are provided to 
support states' efforts to implement the 
ambitious mandates of IDEA for all 
children with disabilities. Systematic 
analyses of the goals, assumptions, and 
actual effects of proposed changes are 
needed to ensure the effective, efficient 
allocation of public monies and contin- 
uing public support for services for 
children with disabilities. 
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